


Deloitte.

The Commonwealth of Virginia

2020 Annual Report Comparing Compensation between
the Commonwealth’s Classified Workforce and the Public
and Private Sectors

October 1, 2020



Table of Contents

| g W g'oTa [ ol u o] o IR ST OPRP ST 3
(20T o Yo Yl T [ [T e F- TSSOSO PR 4
o o) [T ol 17 1= T Y o] Lo Yo VSRS SRSSRR 5
Recruitment and Retention ANAlYSIS ...t 6
Compensation Market REVIEW .........coui ittt et eaee s 8
Compensation PRIOSOPNY .......ouiii ettt e et e e et e e e e eaaeeeeaaes 9
INEEIVIEW FEEADACK .......oeiieeieee ettt et ettt e et e et e e et e e e beeeebeeeeaeeea 12
ONnline QUESTIONNAITE RESUILS........coeeeeeeeee et e e e e r e e e e e e e eeeeeeean 15
Leading Markel PraCliCES ...ttt e et e e et e e e e b e e e e 16
Salary INCrease GUIAEINES ........cc.uoi ittt e et e e eaeeeeaee s 17
TSt =] o 1= PP 21
Appendix A: Recently Enacted AmMendments ..ot 22
Appendix B: Market Review MethodolOgy ......cccueiiiiiiiiiiiieicce e 24
Appendix C: Geographic Differential ANalySiS......c.ccooiiiiiiiiiiiie e 27
Appendix D: Sources for Market Practice ReSearCh............cooouiiiiiiii i 28
Appendix E: Salary Increase Market Data .........cccoeiiiiiiiii e 29
Appendix F: Employee Performance as a Factor in Salary InCcreases ........c.ccocveeevciieeecceeccene, 30



Introduction

The 2019 Session of the General Assembly of the Commonwealth of Virginia (“the
Commonwealth”) enacted amendments to the Code of Virginia with the intent to clarify the
goals and process of managing the compensation of the Commonwealth’s classified
workforce. The Governor and the General Assembly of the Commonwealth tasked the
Department of Human Resource Management ("DHRM") with developing and implementing
an updated, collaborative and data-driven approach that provides ongoing reporting and
recommendations for the efficient and effective management of compensation for the
classified workforce. !

DHRM, with assistance from with Deloitte Consulting LLP (“Deloitte”), has compared the
compensation of classified Commonwealth employees to benchmark compensation data
representing the public and private sectors. Deloitte drafted this report to document the
market study findings and answer these key questions:

¢ Which Commonwealth occupations are the most difficult to recruit and retain?

¢ How do base salaries and total compensation for a sample of classified Commonwealth
roles compare to public and private sector salaries?

e What adjustments do Commonwealth leaders feel should be made to the
Commonwealth’s currently compensation philosophy?

e What are the projected salary increases for the public and private sectors in 2020?

The outcome of this study was used to develop a methodology that can be used to
determine (i) the amount of funding that should be appropriated for state employee salary
increases each year and (ii) how to distribute that funding to address state agencies' most
significant workforce challenges.

The market data for this year’s compensation study, which includes projections for base
salary increases, was gathered from multiple published surveys. This year’s report also
presents findings from a review of the Commonwealth’s compensation philosophy and
recommendations for the Commonwealth’s base salary increase process.

! See Appendix A for more details on the recently enacted amendments to the Code of Virginia regarding managing the
compensation of the Commonwealth’s classified workforce.



Report Findings
Recruitment & Retention, Compensation Values, Compensation
Philosophy Findings, and Salary Increases

Deloitte worked with the Commonwealth and, more specifically, DHRM to:

e Analyze recruitment and retention metrics and trends from 2017-2019 to objectively and
quantifiably score occupations’ recruitment and retention activity,

e Benchmark the compensation of 202 occupations (i.e., a position designation
representing a combination of Commonwealth employee role title and Standard
Occupational Classification ("SOC") description) covering 32,029 employees using
market data illustrating organizations similar to and with which the Commonwealth
competes for talent,

¢ Review the Commonwealth’s current compensation philosophy and update it to meet the
Commonwealth’s current workforce needs and compensation strategy, and

e Develop an approach for distributing salary increase funds for Commonwealth classified
employees using the results of the recruitment, retention, compensation benchmark and
compensation philosophy analyses.

Key findings from the study are shown in Figure 1:

Figure 1

Recruitment & Retention

» Corrections, healthcare, and direct services (e.g., Certified Nursing Assistants) occupations
experience the most recruitment and retention challenges.

+ Employees frequently cite the lack of consistent pay raises and the perception of not being
paid fairly for their efforts as reasons for leaving Commonwealth jobs.

Compensation Values

» Base salaries are 16.5% and 10% below market median private sector and public sector data,
respectively.
Total compensation (*“TC"”, which is the sum of base salary, annual bonuses, and the total
value of benefits) approximates the market median and is 7% below market median
compared to public and private sector data, respectively.

Compensation Philosophy

+ The Commonwealth last updated its compensation philosophy 20 years ago in 2000.

+ Commonwealth leaders would like to see the compensation philosophy and strategy include:
— More frequent/annual increases,
—  An attempt to meet or match market, and
— Pay tied to performance.

Salary Increases

The Commonwealth has not awarded salary increases on a consistent basis.
Commonwealth increases have generally lagged the market.

Projections for average salary increases in 2020 were around 3%; market projections for
2021 are around 2.9%.




Project Methodology

Deloitte used the approach shown in Table 1 to help identify Commonwealth occupations
with recruitment and retention challenges, understand pay program competitiveness,
identify where changes to the compensation philosophy are needed, and develop salary
increase fund distribution recommendations.

Salary increase

Table 1 Recruitment and Compensation Compensation distribution

retention analysis study Philosophy Review guidelines

+ Score and rank four Select jobs to Understand the Use the following to
metrics serving as benchmark using: strengths of the develop salary
recruitment and p+ The recruitment current philosophy and increase guidelines:
retention indicators and confirm where it needsp 4 The recruitment
for the , retention to be updated and retention
Commonwealth scorecards through: scorecards

+ Categorize each ¢+ The number of + An online ¢ %+ The benchmark

metric score as incumbents in questionnaire to : study results
high, medium, or each occupf:ltion; solicit feedback »+ Compensation
low : where possible from agency ;
+C : ’ leaders philosophy gap
reat_e a total benchm_ark _ _ analysis findings
recruitment and occupations + Interviews with k
retention score (“the : covering a large cabinet leaders in + Employee .
R&R score”) for each : number of the current performance
occupation based on : employees administration + Additional
a sum of the four + Job levels; + A review of information from
metric scores 3 benchmark a compensation commonwealth
: diverse mix of philosophies from stakeholders,
management, other public secto as appropriate
professional, entities and
support, and private sector

technical staff companies

Recruitment & Benchmark Compensation Salary increase
retention Study Results Philosophy Gap : recommendations
scorecards Analysis -

2 Select Commonwealth agencies use systems that are not integrated with the Commonwealth’s primary recruitment, payroll, and
personnel systems. As a result, select agencies lack and do not report the data analyzed for the recruitment and retention analysis.
Some occupations in these agencies were therefore not included in the retention, recruitment and compensation analyses.

3 A combination of Commonwealth employee role title and SOC description.

4 Due to a lack of documented employee performance ratings, the proposed salary increase distribution guidelines were developed
assuming the Commonwealth implements a 5-point performance rating scale and there is a normal distribution of performance
ratings (i.e., 5% of employees receive the highest rating, 15% receive the second highest rating, 60% receive the third highest
rating, 15% receive the fourth highest rating, and 5% receive the lowest rating).



Recruitment and Retention Analysis

To identify occupations experiencing recruiting and retention challenges, Deloitte:
e Reviewed data in the Commonwealth’s:

- Personnel Management Information System (*PMIS"),
- Recruitment Management System (*RMS”), and
- Payroll system. > 6

e Focused on the following four metrics as key indicators of recruitment and retention
activity and challenges:

- Overtime spend as percentage of base compensation spend,
- The number of employees receiving retention awards,

- Average annual voluntary turnover rate, and

- Total turnover rate.

e Developed the following scoring system for each metric based on an analysis of the
results ranked by tercile:

- A High score (3 points) indicates an occupation ranked in the top third of a metric
analysis compared to other Commonwealth occupations.

- A Medium score (2 points) indicates an occupation ranked in the middle third of a
metric analysis compared to other Commonwealth occupations.

- A Low score (1 point) indicates an occupation ranked in the lower third of a metric
analysis compared to other Commonwealth occupations.

e Totaled the metric score points to create a total Recruitment and Retention ("R&R")
score for each occupation.

e (Categorized each occupation’s R&R score as shown in Figure 2.

Figure 2

Occupation Recruitment & Retention
Challenge Total Score:

10-12 points = HIGH

7-9 points = MEDIUM

4-6 points = LOW

5 All analyses focused on Commonwealth employee and occupation data from 1/1/2017 - 12/31/2019.

6 Occupations with less than five current incumbents were excluded from the analysis; the analysis focused on 747 unique
occupations. Including occupations with less than five employees skewed the overall results of the analysis. The scorecard can still
be used to develop an R&R score for occupations with less than five employees.



Recruitment and Retention Analysis (cont.)
Recruitment and Retention Scores

Figure 3 shows how Commonwealth occupations were assigned an R&R score:

Figure 3
. SCORES ARE
Overtime The number of ASSIGNED A
spend employees Average
as % of base receiving ELLTTE] sngBTESR OF
'l compensation retention voluntary Total turnover -
] spend’ awards 8 turnover rate rate .
g Score Points
%
w High 3
High + Low + Medium + High .
Medium 2
Low 1

Example Total R&R Score (A+B+C+D)

3+41+2+3=9

Lack of consistent data across the Commonwealth prevents this
analysis for each Commonwealth occupation.

The findings from this analysis serve as a general indicator of
recruitment and retention challenges.

7 Overtime data for 20 of the 160 agencies was unavailable; these agencies do not use the Commonwealth’s standard payroll
system (CIPPS).

8 Select Commonwealth agencies do not offer retention awards due to budget constraints. DHRM also informed Deloitte that some
agencies do not record all instance of retention awards in the PMIS. 35 of 160 agencies did not report instances of retention awards
from 1/1/2017 - 12/31/2019.



Compensation Market Review
Base Salary and Total Compensation Findings — Overall Variance to
Market

Deloitte compared Commonwealth employee compensation to market data illustrating the
25th, median/50th, and 75th percentiles of public and private sector data.

Deloitte understands that select Commonwealth agencies have historically applied market-
based differentials to national market data to recognize differences in the local cost of labor
and recruiting difficulties for select occupations in certain locations. Deloitte did not apply
differentials to the market data used for this analysis. °

Table 2 shows base salaries are: Table 2 shows total compensation is:
e 16.5% below the private sector ¢ Aligned with the private sector median
median e 7% below the public sector median

e 10% below the public sector median

Table 2

Overall Variance to Market Median

Private Sector Market Data Public Sector Market Data

-16.5% +0.6% -10.1% -6.8%

The Commonwealth’s variance to market improves when the value of benefits is included. 1°

See Appendix B for the market review methodology.

° See Appendix C for data illustrating the cost of labor compared to the national average in the ten most populated locations for
employees of the Commonwealth which geographic differential data exists.

10 Compared to the values of benefits as noted in the U.S. Bureau of Labor Statistics’ 2020 Median Employer Costs for Employee
Compensation.



Compensation Philosophy
Background & Current State

Deloitte is working with DHRM to review the Commonwealth’s 20-year-old compensation
philosophy for state employees, shown in Figure 4, to identify where changes are needed
and recommend updates.

Figure 4

... tie employee salary increases to individual

agency performance, team performance and
employee skill set accomplishment.

The Commonwealth of Virginia’'s
Current Compensation
Philosophy

.. focus on the value of total compensation, which
includes salary and non-salary benefits (e.g.,

Pay employees in a manner that healthcare, retirement, etc.).

supports and develops a high-
performance workforce that
provides quality services in a fiscally
responsible manner to the citizens
of Virginia and...

.. establish base pay that is competitive with the
public and private sector labor markets.

The compensation philosophy also specifies how the Commonwealth’s Compensation
Management System must operate, which includes being market responsive, affordable,
and administratively efficient.




